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Summary 

Exchange rates are among the most important prices in the global economy. They affect the price 
of every country’s imports and exports, as well as the value of every overseas investment. Over 
the past decade, some Members of Congress have been concerned that foreign countries are using 
policies to gain an unfair trade advantage against other countries, or “manipulating” their 
currencies. Congressional concerns have focused on China’s foreign exchange interventions over 
the past decade to weaken its currency against the U.S. dollar, although concerns have also been 
raised about a number of other countries pursuing similar policies. 

At the heart of disagreements is whether or not countries are using policies to undermine free 
markets and intentionally push down the value of their currency. A weak currency makes exports 
cheaper to foreigners, which can lead to higher exports and job creation in the export sector. 

There can also be implications for other countries. From the U.S. perspective, U.S exporters and 
U.S. firms producing import-sensitive goods may find it harder to compete in global markets. 
However, U.S. consumers and U.S. businesses that rely on inputs from abroad may benefit when 
other countries have weak currencies, because imports may become less expensive. When foreign 
countries intervene in foreign exchange markets, it may also help lower U.S. borrowing costs. 

Through the International Monetary Fund (IMF), countries have committed to avoiding currency 
manipulation. There are also provisions in U.S. law to address currency manipulation by other 
countries. The IMF has never cited a country for currency manipulation, and the U.S. Treasury 
Department has not done so since it last cited China in 1 994. There are differing views on why. 
Some argue that countries have not engaged in policies that violate international commitments on 
exchange rates or triggered provisions in U.S. law relating to currency manipulation. Others argue 
that currency manipulation has occurred, but that estimating a currency’s “equilibrium” value is 
complicated and that the provisions do not effectively respond to exchange rate disputes. 

Recent Legislative Activity 

In the 1 14 th Congress, some Members of Congress have proposed various measures for 
addressing concerns about the exchange rate policies of other countries and their impact on the 
competitiveness of U.S. products. TPA legislation signed into law in June 2015 (P.L. 1 14-26) 
includes principal negotiating objectives addressing currency manipulation. They seek to prevent 
and address currency manipulation through multiple possible remedies, such as enforceable rules, 
transparency, reporting, monitory, cooperative mechanisms, or other means. 

Some Members have also introduced legislation in the 114 th Congress that would apply U.S. 
countervailing laws to imports from countries whose currencies are “fundamentally undervalued” 
or “undervalued” (H.R. 820; S. 433). The provisions of S. 433 are included in the Trade 
Facilitation and Trade Enforcement Act (H.R. 644) passed by the Senate in May 2015. The 
version of H.R. 644 passed by the House does not include these provisions. Senate and House 
leaders have reportedly committed to resolve the two bill versions in a conference committee. 
Both the Senate and House versions of H.R. 644 also include provisions that would enhance 
surveillance and engagement on exchange rates. 

Some Members of Congress and policy analysts have cautioned on a possible U.S. response to 
concerns about exchange rates, advocating for maintaining the status quo or using more 
diplomatic measures to address disagreements over exchange rates. They are concerned that 
labeling countries as “manipulators” could trigger a trade war and raise U.S. borrowing costs; 
currency manipulation is difficult to define; rules on exchange rates could place limits on U.S. 
monetary policies; and imports could become more expensive for U.S. consumers and U.S. 
businesses. 
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Introduction 

Some Members of Congress and policy experts allege that U.S. producers and U.S. jobs have 
been adversely affected by the exchange rate policies adopted by China, Japan, and a number of 
other countries. They maintain that some countries are purposefully using various policies to 
weaken the value of their currency to boost exports and create jobs, but that these policies come 
at the expense of other countries, including the United States. During the global financial crisis, 
some political leaders and policy experts argued that there is a “currency war” in the global 
economy, as countries competed against each other to weaken the value of their currencies and 
boost exports. 1 

During the 1 14 th Congress, some Members of Congress have proposed various methods to 
address concerns about the exchange rate policies of other countries. Other Members have 
cautioned on a possible U.S. response to concerns about exchange rates, advocating for 
maintaining the status quo or using more diplomatic measures. TPA legislation signed into law in 
June 2015 (P.L. 114-26) includes principal negotiating objectives addressing currency 
manipulation. 2 Currency has also been debated in the context of the Trade Facilitation and Trade 
Enforcement Act (H.R. 644). 3 

This report provides infonnation on current debates over exchange rates in the global economy. It 
offers an overview of how exchange rates work; analyzes specific disagreements and debates; and 
examines existing frameworks for potentially addressing currency disputes. It also lays out some 
policy options available to Congress, should Members want to take action on exchange rate 
issues. 

The Importance of Exchange Rates in the 
Global Economy 

What is an Exchange Rate? 

An exchange rate is the price of a country’s currency relative to other currencies. In other words, 
it is the rate at which one currency can be converted into another currency. For example, on 
January 1, 2015, one U.S. dollar could be exchanged for 0.83 euros (€), 120 Japanese yen (¥), or 
0.64 British pounds (£). 4 Exchange rates are expressed in terms of dollars per foreign currency, or 
expressed in terms of foreign currency per dollar. The exchange rate between dollars and euros on 
January 1, 2015, can be quoted as 1.21 dollars per euro ($/€) or, equivalently, 0.83 euros per 
dollar (€/$). 



1 For example, see “Brazil Warns of World Currency War,” Reuters, September 28, 2010; Fred Bergsten, “Currency 
Wars, the Economy of the United States, and Reform of the International Monetary System,” Remarks at Peterson 
Institute for International Economics, May 16, 2013, http://www.iie.com/publications/papers/bergsten201305.pdf. 

“ For more information on TPA, see CRS In Focus IF10038, Trade Promotion Authority (TPA), by Ian F. Fergusson; 
CRS Report RL33743, Trade Promotion Authority (TPA) and the Role of Congress in Trade Policy , by Ian F. 
Fergusson; and CRS Report R43491, Trade Promotion Authority (TPA): Frequently Asked Questions, by Ian F. 
Fergusson and Richard S. Beth. 

3 For more on customs legislation, see CRS Report R43014, U.S. Customs and Border Protection: Trade Facilitation, 
Enforcement, and Security, by Vivian C. Jones and Lisa Seghetti. 

4 Exchange rate data in this report is from the Federal Reserve, unless otherwise noted. 
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Consumers use exchange rates to calculate the cost of goods produced in other countries. For 
example, U.S. consumers use exchange rates to calculate how much a bottle of French or 
Australian wine costs in U.S. dollars. Likewise, French and Australian consumers use exchange 
rates to calculate how much a bottle of U.S. wine costs in euros or Australian dollars. 

Flow much a currency is worth in relation to another currency is determined by the supply and 
demand for currencies in the foreign exchange market (the market in which foreign currencies are 
traded). The foreign exchange market is substantial, and has expanded in recent years. Trading in 
foreign exchange markets averaged $5.3 trillion per day in April 2013, up from $3.3 trillion in 
April 2007. 5 

The relative demand for currencies reflects the underlying demand for goods and assets 
denominated in that currency, and large international capital flows can have a strong influence on 
the demand for various currencies. The government, typically the central bank, can use policies to 
shape the supply of its currency in international capital markets. 

Different Measures of Exchange Rates 

Nominal vs. real exchange rate: The nominal exchange rate is the rate at which two currencies can be 
exchanged, or how much one currency is worth in terms of another currency. The real exchange rate measures the 
value of a country’s goods against those of another country. Essentially, the real exchange rate adjusts the nominal 
exchange rate for differences in prices (and rates of inflation) across countries. 

Bilateral vs. effective exchange rate: The bilateral exchange rate is the value of one currency in terms of another 
currency. The effective exchange rate is the value of a currency against a weighted average of several currencies (a 
“basket” of foreign currencies). The basket can be weighted in different ways, such as by share of world trade or 
GDP. The Bank for International Settlements (BIS), for example, publishes data on effective exchange rates . 6 



Impact on International Trade and Investment 

International Trade 

Exchange rates affect the price of every export leaving a country and every import entering a 
country. As a result, changes in the exchange rate can impact trade flows. When the value of a 
country’s currency falls, or depreciates, relative to another currency, its exports become less 
expensive to foreigners and imports from overseas become more expensive to domestic 
consumers. 7 These changes in relative prices can cause the level of exports to rise and the level of 
imports to fall. 8 For example, if the dollar depreciates against the British pound, U.S. exports 
become cheaper to UK consumers, and imports from the UK become more expensive to U.S. 
consumers. As a result, U.S. exports to the UK may rise, and U.S. imports from the UK may fall. 

Likewise, when the value of a currency rises, or appreciates, the country’s exports become more 
expensive to foreigners and imports become less expensive to domestic consumers. This can 



5 Bank for International Settlements, “Foreign Exchange Turnover in April 2013: Preliminary Global Results,” 
Triennial Central Bank Survey, September 2013, https://www.bis.org/publ/rpfxl3fx.pdf. 

6 For example, see “BIS Effective Exchange Rate Indices,” http://www.bis.org/statistics/eer/. 

7 This assumes that changes in the exchange rate are reflected in retail and consumer prices. In practice, there may be 
factors that limit the “pass through” of changes in the exchange rates to changes in prices. For example, contracts may 
lock in prices of imports and exports for a set amount of time. 

s It may take time for changes in the exchange rate to result in changes in the volume of tradable goods and services. 
For example, if imports become more expensive, it may take time for domestic consumers to find suitable domestic or 
foreign substitutes. 
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cause exports to fall and imports to rise. For example, if the dollar appreciates against the 
Australian dollar, U.S. exports become more expensive to Australian consumers, and imports 
from Australia become less expensive to U.S. consumers. Changes in prices may cause U.S. 
exports to Australia to fall and U.S. imports from Australia to rise. 

International Investment 

Exchange rates impact international investment in two ways. First, exchange rates determine the 
value of existing overseas investments. When a currency depreciates, the value of investments 
denominated in that currency falls for overseas investors. Likewise, when a currency appreciates, 
the value of investments denominated in that currency rises for overseas investors. For example, 
if a U.S. investor holds a German government bond denominated in euros, and the euro 
depreciates, the value of the bond in U.S. dollars falls, making the investment worth less to the 
U.S. investor. In contrast, if the euro appreciates, the value of the German bond in U.S. dollars 
rises, and the investment is worth more to the U.S. investor. 

Second, exchange rates impact the flow of investment across borders. Changes in the value of a 
currency today can shape investors’ future expectations about the value of the currency, which 
can have substantial impacts on capital flows. If investors expect a currency to depreciate, 
overseas investors may be reluctant to invest in assets denominated in that currency and may 
want to sell assets denominated in the currency, in fear that their investments will become less 
valuable over time. Likewise, if a currency is expected to rise over time, assets denominated in 
that currency become more attractive to overseas investors. For example, a depreciating euro may 
deter U.S. investment in the Eurozone, while an appreciating euro may increase U.S. investment 
in the Eurozone . 9 

Types of Exchange Rate Policies 

There are two major types of exchange rate policies. First, some governments “float” their 
currencies. This means they allow the price of their currency to fluctuate depending on supply 
and demand for currencies in foreign exchange markets. Governments with floating exchange 
rates do not take policy actions to influence the value of their currencies. 

Second, some countries “fix” or “peg” their exchange rate. This means they fix the value of their 
currency to another currency (such as the U.S. dollar or euro), a group (or “basket”) of currencies, 
or a commodity, such as gold. The government (typically the central bank) then uses various 
policies to control the supply and demand for the currency in foreign exchange markets to 
maintain the set price for the currency. Often, central banks maintain exchange rate pegs by 
buying and selling currency in foreign exchange markets, or “intervening” in foreign exchange 
markets. 

There are pros and cons to having a floating or fixed exchange rate. Fixed exchange rates provide 
more certainty in international transactions, but they can make it more difficult for the economy 
to adjust to economic shocks and can make the currency more susceptible to speculative attacks. 
Floating exchange rates introduce more unpredictability in international transactions and may 



9 The Eurozone refers to the 17 European Union (EU) member states that use the euro as their currency: Austria, 
Belgium, Cyprus, Estonia, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Malta, the Netherlands, 
Portugal, Slovakia, Spain, and Slovenia. The other 10 EU members have yet to adopt the euro or have chosen not to 
adopt the euro. 
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